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EMERGENCY SUPPLEMENTAL/$18 Billion for the IMF

SUBJECT: Emergency Supplemental Appropriations Bill for fiscal year 1998 . . . S. 1768. McConnell modified
amendment No. 2100, as amended.

ACTION: AMENDMENT AGREED TO, 84-16

SYNOPSIS:  Asreported, S. 1768, the Engemg/ Sypplemental Aopropriations Bill for fiscalyear 1998, willbrovide $3.109
billion in mandatoy and discretiongrbudyet authoriy, including $1.992 billion in emeeng funding for the
Department of Defense, $561.9 million to pesd to natural disasters and other egaecies, and $278.0 million in other
discretionay supplemental @propriations. A total of $273.9 million in rescissions and other offsets will also be enacted.
The McConnell modified amendment, as amendedyould provide $18 billion in additional bt authoriy for the
International Monetar Fund (IMF). (Section 314 of the Balanced BatdAgreement pecifically permits an increase in IMF
funding to be outside of the bgdt authoriy cgps (ordinariy it is scored under thoseps). IMF outlgys are not scored under the
outlay cgps.) Of that $18 billion, $3.5 billion would be for the New Algaments to Borrow fund, which is the IMF's egergy
lending fund, and $14.5 billion would be for an increase in the United Statest subscption. Lendirg restrictions would pply
to the latter fundig. First, the Secretarof the Treasyrwould have to certjfthat thegroup of seven (G-7) IMF countries (the joa
IMF shareholders pecifically, the United States, gan, Germawy, France, Ital, the United Kigdom, and Canada) hadblicly
agreed to condition and would seek to condition the ptadilMF loans on the repient countries:
® reducirg trade barriers (at a minimum countries would have toptpmith their international trade commitments); and
® climinating thepractice omolicy of government-directed lendijon non-commercial terms, or market-distaytaubsidies,
to favored industries, enfaises,parties or institutions.
The amendment would alsageére the followirg:
e the United States would be directed to use its influence at the IMF tgattecondition loans on rggients takimg actions
to remove discriminatgrtreatment between fogi and domestic creditors in their debt resolupimtedures;

(See other side)
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® the Secretgrof the Treasyrwould regport, within 30 dgs of enactment of this Act, that the IMF hayiesed taprovide timel
access to the General Accougtidffice to information and documents relgtio the IMF's perationsprogram andoolicy reviews
and decisions garding stand-ly agreements, and other uses of IMF resources;

® the President would establish an adwismsmmission to studand report within 180 d&s on the value, if gn of the IMF,
and on the advisabijitof meging it with the World Bank and the World Tradedanization;

e within 180 dgs of the above commission'poet, the President would call for a megtaf the member countries of the above
organizations to consider their structure, ngaraent, and activities, thegpossible meger, and their gaacity to contribute to
exchame rate stabilif and economigrowth and to rgmond effectivey to financial crises;

® reporting requirements would b@laced on loans, includinrules on cpitalization ratios, reserves, pisit insurance,
trangareng, repayment timetables, and timetableg Which the regients would be free of all IMF debt; such data would be
provided for South Korea, Indonesia, Thailand, and thegphiks within 30 dgs of enactment of this Act;

® the United States wouldhpose ay IMF loan unless the Secrejasf the Treasuy, at least 14 des prior to giving the loan,
certified that the repient had notgjiven syport to or underwritten loans for the semiconductor, steel, automobitbudhing,
or textile and pparel industries, and that the ngieint was comlying or working on conplying on a gecific timetable with
conditions on IMF loans in effect after yul, 1997; and

e the United States would begréred to take into consideration whether a couhad restrictive tradpractices and barriers
against U.Sgoods and services when considgnivhether to spport an IMF loan to that courntr

Those favoringthe amendment contended:

The United States' econgris inextricaby entwined ly trade with all the economies of the world.yAarge chamges in ay of
the magor world markets will automaticgllhave lage repercussions in the United States. The IMF exists tgpdartage chaiges
in markets. For thpast 50years, the IMF has served as the lender of last resort. When aycasoaly throwgh foolish or venal
fiscal, monetay, and/or tradgolicies, has braght itself to the brink of insolvengthe IMF has sfgped in to restore order. It has
loaned mong, but it has also ippsed strict conditions in order to make certain the loans ai rd he United States hpst tens
of billions of dollars into the IMF, but it has earned interest on that ynaneé it has not lost $1 in 3@ars.

The IMF is severgl undercaitalized. Historicaly, a comfortable uidity ratio of gproximately 130 percent has been
maintained. The lowest that level has ever fallen ige38ent. Ryht now it is at 4percent, and a loan @fist $15 billion would
drop it to 33percent. Lasyear, even before the IMF lent South Korea $20 billion, Thailand $10 billion, and Indonesia $5 billion,
the 182 member states of the IMF had decided to increase the reserves. Under IMF rules, eachroadasea sepercent of
the IMF's caital, and members rpsnsible for at least 8percent of that gaital must @ree to an increase before it ggminto
effect. The United States has thayest share, 1gercent. In other words, if the United States doesgreeao an increase, the rest
of the world cannot add moyéo shore p the IMF either because the BBrcent threshold will not be met.

This bill will add $18 billion to the IMF. Other countries will then add ipitzas well. Thogh mary peole believe that this
moneg will be immediatef loaned to Asian countries that have regebéen in severe financial difficulties, we do ngbext that
result. The situation in those countries hgieared to have stabilized. Addithis mong will make it even less likglthat further
loans will be needed. If investors know that there angeatiMF funds toprevent a second coplae in Asia, there will be a much
smallerpossibility of apanic in which caital is withdrawn.

Nearly all Senators believe that the IMF has made mistakes igfhe bf conditions it has ipesed on borrowers. The IMF
has ensured that countries have met theigatitins, but it has done so withblicies that have had harsh results for their citizens
and that have failed to make them pidandamental reforms farevent future economic difficulties. As a result, mmahthe same
corryot andpoorly led countries have beendreent borrowers from the IMF for decades. Thereforprewent this sameycle from
continuall recurrirg, most of the IMF fundig given by this bill, $14.5 billion, will begiven onl if two conditions are met. First,
the mgor IMF contributors mustgree to work ormgetting the IMF to condition loans on the removal of trade barriers, and second,
they must @ree to work omgetting the IMF to condition loans on the rgieint countries eliminatgngovernment lendig at favorable
non-commercial rates amvernment subsidies to favored industries. Once those conditions were met, the $14.5 billion would be
provided. Additionaly, for ary IMF loan, the United States would beuéed by the McConnell amendment to use its influence
to prohibit an IMF regpient from discriminatig against foregn lenders in debt resolutigmoceediigs. Further, the United States
would work togive the General AccountinOffice access to information on the IMF{seoations so that it coujgerform an audit
of the IMF. Finaly, the amendment would pose new rporting requirements on IMF loans, and wouldjuire a review of
international lendig institutions.

This larguage has beepainstakimly negotiated between those Senators who arg encerned abouwjuickly addirg funds
to the IMF so as tpreserve investor confidence in Asia and elsewhere, and those Senators who are concpasetMRaplicies
have failed to rguire borrowers to make market reforms. We thiigoad conpromise has been reached. Theyleage goes about
as far as is realisticglpossible. We think the other foa IMF lenders will gree to the conditions, and certgitthe United States
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will be able to use its influence poish forgreater reforms. If we were to demand more, ghothe IMF would not pprove it, and
the mong would not begiven. The dager then would be that the IMF would run out of mpaad countries in trouble would not
be saved from colf@e. The compromise in this bill is one that will both builgppuhe IMF's reserves and start thedqmnocess of
IMF reform. We are confident that it will meet with thgpeoval of most Senators.

Those opposinghe amendment contended:
Argument 1:

The IMF is the lagest coporate welfargroject in the world. It is degined toprotect rich international banky privatizing their
profits and socializig their losses. Iperpetuates cornot and idiotic behavior of third world dests to the benefit of those ghegs
and financiers worldwide, and to the loss of the Americapetaexs and thgoor citizens of those countries who are contiryuall
victimized ly the arragement. The Asian financial crisis, the Mexican bailout, and other economic disasters that have occurre
recent decades were not curgdiie IMF, thg were causedybthe fact that it existed. The IMF is not the cure; it isgtwdlem.

As an examle, assume American bank X, or fgeibank X, has $10 billion to lend. It could lend ipegvailing interest rates
to American entigreneurs eger to build businesses in the United States, or it could lend theymoaelevelping nation at a much
higher interest rate. That nation could use the mémsubsidize a business owngdabfamily member of a corpt political ruler
of the county. That family member, and the copuruler, could skim ofpart of the loan, and could use the rest to gdimmports
into the United States at below the cosprafduction, thus wiing out domesti@roducers of thaproduct and costimthousands
of Americanjobs. Once the loan has beguandered, and the counis unable to meet its loggayments, itgoes to the IMF for
a bailout. The IMF has tens of billions of dollars in its coffers that have been contrilyuteel American tapayers. Americans
haveput that mong into the IMF, and thehave never lost a dollar, but onceythaveput that mong into the IMF thg have never
taken a dollar out either. The IMifves enogh mong to the county for it to be able to ey its loan to bank X, and iposes
conditions on the counttthat force it to further ipoverish its citizens to pay the IMF. Of course, not all devglimg nations are
run poorly. Mary times banks make loans to those nations arydube them rg®onsibly and are able to pay the banks. As we
said at the outseprofits areprivatized and losses are socialized.

If it were not for this bank welfarg/stem financial disasters of the gnétude of the Mexican and Asian bailouts would never
occur. Fewer riskloans would bgiven in the firstplace, and when loans went sour banks would havegttiage terms with the
borrowergust as thg do in the United States whermidvate party has trouble on a loan. Under the currgmstesm, countries that
subsidize inefficienprivate industries, for instance, are never forced tp tétose subsidiesytthe lenders. In the United States,
when a business gorly run and cannot meet its lopayments, it is common for a bank to write dopanrt of the loan, and in
return take over and sell all part of the business, assume control of the business, or demangemanareforms. If it were not
for the IMF, the free market would end the widescale misgeanant and corption that has occurred. It would never qetely
end it; lenditg (at least withougovernment cqrorate welfargguarantees) entails risks. If banks are forced to face those rigks, the
will work to minimize them ¥ insisting that borrowers follow sound econonmi@ctices.

Though we are not at alpleased that the IMF even exists, we told our cgliea that we wouldjo alorg with their
recaitalizationplan if it required true market reforms/lihe IMF. However, the amendmentyh®ave offered would fail in that
effort. It has been watered down to such an extent that all that it would quivers a public commitment," not from the IMF,
but from the G-7 lenders, tostto get the IMF to adpt market reforms. If this amendment werg areaker it could not run off the
table. In our ginion, it is window-dressigto cover p the fact that it will be business as usual at the IMF. Wegirappose
sticking the American tapayers with an $18 billion bill t@ive coporate welfare to tge American and forgnh banks. We thus
strorgly urge the rgection of this amendment.

Argument 2:

The IMF hagpursuedpolicies that have had as their sgtel the r@ayment of debts pforeign nations. Other valuabgmals,
such agprotectirg workers' standards of livinor protectirg the environment, have beeggnored. In fact, the IMF has often
demanded actions that have seweheirt workers and dargad the environment. We will notgport the IMF as log as it gnores
social and environmentglstice issues, and we therefoppase this amendment.



